






















































































































Recommendations fur Cliangcs 

Recommaulat:ion of 
the eommissian 

The third option would modify the definition of exempt items by restricting it to 
those with a useful life of less than 12 months and extending it to items that are 
substantially consumed in any agricultural or industrial production. This change 
would cost the taronite industry some additional taxes due to the useful life limita
tion. The Department of Revenue estimated that the cost to the mining industry 
would bcless-tlian $100,000 per year. The department also estimated that extending 
the exemption to other industries probably would not cost the state any more than 
that because only in the taconite industry are such items likely to be replaced fre
quently, because taconite is much more abrasive than other materials. 

The commission recommends that the production materials (liner) exemption 
for the taconite industry in Minnesota Statutes Section 297 A.25, subdivision 15, 
be resu-ic&ed 1:0 qualifying mate.rials with a useful life of less than 12 months and 
.extended tD such mate.rials used in any agricultural or industrial production. 

This recommendation would change M.S. 297 A25, subd 15, as follows: 

Production material exemption: The gross receipts from the sale of and the 
storage, use, or other consumption by persons taxed ttnder the in liett pro" isions 
~of mill liners, grinding rods and grinding balls which are substan
tially £0.u.mmed in the production of taconite the materia:l of·+Vhich primS:Iily is 
added to a:nd becomes a part of the material being processed a:re exempt agricul
tural or industrial production and have an ordinary useful life of less than 12 
months are exempt. 

As a result of this change, the following items used in the taconite industry which 
have heretofore been exempt would become taxable: 

• conveyt'r skirt board rubber liners 
• linatex inaterials used in pipes, chutes, and hoppers 
• refrartory brick in rotary kilns 
• urethane materials used to line separator covers, fan blades, vertical classifier 

internal surfaces, cyclone classifier and collector internal surfaces, pipe fittings, 
pipe liners, chutes, bins, launders and sumps 

Property Tax 
No mining of base and precious metals currently occurs in Minnesota. Were any 
companies doing so, they would be tr.eated like other businesses with respect to the 
property rar.-·mc tax applies to land ~nd buildings, but machinery, equipment and 
other personal property are exempt. 

However, the 1989-whitney & Whitney comparison of mining taxes (see discussion, 
p. 11) pointed out an uncertainty in the potential application of the property tax to 
base and precious metals mining operations. Whitney & Whitney interpreted 
Min:ne&0ta' s law to me.an that shafts, supporting structures and excavations of an 
underground mine .. :hould be taxed as real property. In fact, the Department of 
Revenue has.always interpreted the law to exempt such items as being personal 
property. There are no administrative or judicial decisions on the point. 

Recommendation of The mm.mission .recommends a law change to make clear that shafts, supporting 
the commission structures and excavations of an underground mine are personal property 

exempt from the local property tax. The change would be in Minnesota Statutes 
Sections 272.03, Subdivisions l{a) and l(c)(i). 
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Special Taxes on Minuals 

If this change is made, Minnesota's ranking relative to other states with actual or 
potential mining activity should improve in future Whitney & Whitney studies. 

Special Taxes on Minerals 
Property Tax on Natural Ore Mines 
Businesses that own natural iron ore deposits pay property tax on the value of their 
ore resetves at a rate three times that which generally applies to business property. 
The basic rate for business property (among the highest in the country) is 4.95 
percent of market value; the basic rate for iron ore is 14.85 percent of market 
value. The actual rates can vary up or down from the basic rate, depending upon 
the actual local tax rates. 

Newly discovered ore does not just come onto the tax rolls in the year discovery is 
acknowledged. In addition to the tax due for that year, the owner must pay prop
erty tax for the six preceding years. 

The high tax rate and six year lookback could be disincentives for companies to 
continue to own or lease lands with ore deposits; could contribute to the marginal 
infeasibility of mining iron ore; and may discourage exploration and discovery. 
There are presently no serious prospects for future mining of natural iron ore. 
While the economics behind that may not change, these tax provisions seem to 
discourage efforts to experiment with new approaches to the use of natural ore. 

The commission recommends law changes to: 
• eliminate the requirement that local property taxes be paid on newly 

discovered natural iron ore deposits for the prior six years, and to 
• eliminate the requirement for tripling the value of iron ore deposits. 

Great concern was expressed in the commission about the impact of ending the 
trebling of the tax rate on the town of White, in St. Louis County, site of the 
Donora mine, the only natural ore mine now operating. The Department of 
Revenue determined, after careful study, that the interaction between state aid 
formulas is such that White will be better off if this change is made immediately 
than if nothing is done and the ore is simply mined out, as is expected to occur 
within a very few years. 

Net Proceeds Tax on Base and Precious Metals and Energy Minerals 
Prior to the 1990 legislative session, the net proceeds tax by its terms applied to 
"all mineral and energy resources mined or extracted within the state of Minnesota 
except for sand, silica sand, gravel, building stone, crushed rock, limestone, gran
ite, dimension granite, dimension stone, horticultural peat, soil, iron ore, and 
taconite concentrates." (M.S. 298.015 Subd. 1.) Two questions regarding its 
potential application came to the commission's attention. 

First is the question whether clay, including kaolin clay, is or should be subject to 
the net proceeds tax. Considerable mining of clay is taking place in southern 
Minnesota, and it was not clear whether the net proceeds tax was intended to 
apply to clay. The commission concluded that clays, including kaolin, are closely 
related to sand, gravel, stone, rock and soil materials and, as a result, businesses 
extracting clays should be excluded from the net proceeds tax. 

Recommendations 
of the commission 
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Recommendations for Changes 

Recommendation of The commission recommended in its interim report that Minnesota Statutes 
the commission Section 298.015 Subdivision 1 be amended to explicitly exclude clay from the 

net proceeds tax. 

Recommendation of 
the commission 
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The legislature agreed and made the change in the 1990 session, inserting "day" just 
before "soil" in the statutory list of exempt minerals (1990 Laws, Chapter 604, 
Article 10, Section 15). 

Second, the question arose whether a mining company could take as a deduction in 
the calculation of its net proceeds amounts which it pays during its years of produc
tion to pay for the cost of reclamation of the land. The commission was concerned 
about encouraging the funding of land reclamation. However, reclamation costs 
actually incurred and paid appear to be on a different footing from those projected 
for the future and reserved against in the present. . 

Only certain specified deductions are allowed in calculating the net proceeds tax. The 
limitations on deductions help to keep the rate as low as 2 percent. Concern was 
expressed that allowing deductions for amounts voluntarily set aside would be an 
invitation to companies to minimize their tax liability by setting aside excessive 
amounts. They would have a flexibility comparable to that generally involved in the 
creation of reserves, which generally are not allowable as deductions for Federal or 
state income tax purposes. The commission concluded that Minnesota should retain 
the current broad base and low tax rate of the net proceeds tax. 

The commission recommended in its interim report law changes to make dear 
that under the net proceeds tax: 
• reclamation costs actually incurred in Minnesota and paid in a year of 

production, including the payment of bonds required by the provisions of 
an environmental permit issued by the State of Minnesota, can be deducted 
as an expense in determining the amount of the net proceeds tax, and that 

• funds set aside during years of production to pay for reclamation costs after 
production ends cannot be deducted as an expense in determining the net 
proceeds tax. 

The legislature agreed and made the change in the 1990 session, amending Minne
sota Statutes Section 298.015 Subd. 1 and 298.017 Subd. 1 and 2 to so provide 
(1990 Laws, Chapter 604, Article 10, Section 15-16). 

Taconite Production Tax 
Weight of ore in dete~inining production tonnage. Minnesota has historically 
used the natural weight of iron ore as measured by standard scales in determining the 
tonnage of ore produced. The weight of the ore includes t~e weight of the moisture 
added to the ore for dust control. 

However, two companies now have processes in place which result in weighing the 
ore dry. Since the greater the weight of the ore, the higher the tax, companies whose 
ore includes moisture are paying a higher production tax on the same amount of 
usable ore. To be able to reduce their production tax to that paid by the companies 
using the dry weighing process, these companies would have to make a substantial 
investment in redesigning their plants and production processes. 

This inequity has recently been compounded by new standards imposed by the 
Minnesota Pollution Control Agency to limit dust in order to protect the health of 
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workers. The new standards result in even more moisture being added during the 
production and shipping processes, and even more tax on the same amount of 
usable ore. 

This lack of uniformity undermines the fairness of the production tax. Moreover, 
it is ironic that companies are effectively penalized for reducing a threat to their 
workers' health. 

The commission recommends that taconite production be determined on a 
uniform dry weight basis, with the Department of Revenue to develop stan
dards for determining the dry weight of all ore. 

(The vote of the commission on this recommendation was not unanimous.) 

The department has begun to implement this recommendation. Beginning with 
the 1990 Occupation Tax and Production Tax reports, the department adminis
tratively allowed the production tonnage to be reported on a dry basis. The re
ported weights and analysis must correspond, i.e., the weighing and sampling 
must take place at or near the same location. No moisture addition or drying 
should occur between the points of sampling and weighing. Throughout 1991, the 
department will review with each company its weighing and sampling procedures. 

Production Tax Rate Issues. The level of the taconite production tax was the 
most controversial issue the commission had to consider. Industry representatives 
maintained that it is too high already; community representatives were not con
vinced and, indeed, were not willing to recommend permanent changes in the rate 
escalator provision, which currently provides for substantial automatic annual 
increases and guarantees annual negotiations between the industry and the Range 
Delegation over the level of the tax. 

Not surprisingly, the commission was unable to reach a consensus on the appro
priate rate for the taconite production tax, or how to approach the question of 
changes in the rate. With the commission not having reached a consensus, the 
decision will be quite properly entirely up to the Range Delegation, with no party 
having committed itself to a position in advance. 

However, the commission did reach a consensus that two new approaches to the 
production tax rate are worthy of consideration by the Range Delegation. And the 
chair also has some recommendations for their consideration which arise from 
experiencing the commission's deliberations. 

Indexing the Production Tax Rate. Under current law, unless the legislature 
acts, the production tax rate will change annually at the same rate as the Gross 
National Product Implicit Price Deflator (GNPIPD) beginning with 1991 produc
tion payable in 1992. It is reasonable to expect the GNPIPD to increase by at least 5 
percent per year. The change to the GNPIPD originally was made at the industry's 
behest in 1986. Now the industry is not satisfied with the GNPIPD, which in 
recent years has increased much more rapidly than the Steel Mill Products Index 
(SMPI), the index formerly used. · 

The commission made a major effon to review and reconsider the production tax 
rate index. Numerous alternatives were considered in an effon to find an index 
closely rdated to the iron industry. This effort was under way at the time the 
commission ..submitted its interim repon in March 1990. That report included the 

Recommendation 
of the commission 
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following with respect to the production tax index: 

The commission finds that the Gross National Product Implicit Price 
Deflator is not an adequate measure of changes in the price of taconite 
pellets and steel products .. The Gross National Product Implicit Price 
Deflator measures changes in the prices of fuel, housing, clothing, food 
and other related items, and the changes in the prices of these items have 
little or no relationship to changes in the prices of taconite pellets and 
steel products. 

The commission unanimously urges the legislature to suspend the current 
index of changes in the price of taconite pellets and steel products-the 
Gross National Product Implicit Price Deflator-for 1990 production 
taxes payable in 1991. 

The commission recommends using an index which more accurately 
measures changes in the price of taconite pellets or steel products. The 
commission will recommend such an index in time for consideration by 
the 1991 session of the legislature. 

The Legislature did suspend the indexation for 1990 production taxes payable in 
1991, as recommended by the commission. 

Despite considerable effort, the commission was unable to reach a consensus on 
changing the production tax index. Some members favored a change to the steel 
mill products index, but others preferred to simply retain the existing index and 
let the issue of the tax level be resolved annually by the Range Delegation. It was 
noted by some that the current actual level of the tax is lower than it would have 
been had we been using and actually applying the SMPI since 1986. This is a 
result of the legislature having suspended indexing in 1987, 1988 and 1990, so 
that the rate has not in fact increased as fast as the GNPIPD. 

On this issue, the chair respectfully disagrees with those who favor continuation 
of a practice that virtually guarantees an annual battle over the production tax 
rate. There may be an annual battle in any event, but it would be preferable to set 
the system so that the battle is optional rather than automatic. 

The principal purpose of a rate escalator on a flat rate commodity tax like the 
taconite production tax is to have the tax rate be adjusted automatically to take 
account of inflation, so that as the product becomes more (or less) valuable and 
the dollar less (or more) valuable, the tax rate adjusts automatically without need 
for constant review. That's a fine theory, but it encounters at least three problems 
in practice on Minnesota's taconite production tax. First, the competitive pres
sures on Minnesota's taconite industry seem to indicate that the value of its 
product is not increasing generally with inflation. Second, there is no index that 
really accurately reflects changes in the demand for and value of iron ore. Third, 
there appears to be little or no risk that the Range Delegation will fail to reexam
ine the taconite production tax regularly, with or without an index, especially 
given the industry's belief that the tax is simply too high aside from indexing. 

It seems apparent that the GNPIPD bears no relationship to the value of Minne
sota taconite. It includes changes in prices throughout the entire economy, 
including such items as medical costs, housing and oil prices, which have no 
bearing on the value of Minnesota taconite. The commission searched diligently 
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for an index that would be closely related to the products of the taconite industry 
and could not find one. The best approximation generally appeared to be the 
SMPI, which tracks market prices for steel products. 

One of the criteria by which the Department of Revenue judges our tax system is 
its reliability, one facet of which is stability in expectations from year to year. 
Minnesota's taconite industry is at some competitive risk, and the concerns have 
been great enough to move the Range Delegation not to use indexing in three of 
the past five years. The constant uncertainty, however, and the threat of increases 
in a high tax unless something is done mark the taconite production tax as particu
larly unstable and unreliable. 

Tensions might be eased somewhat if indexing were simply eliminated, so that the 
industry did not fed compelled to make a case every year that its taxes are too 
high, or if the index were changed to one more related to the steel industry, and 
scheduled to be applied every other year or every third year instead of annually. 
Retaining an index but applying it less often would retain the psychological 
advantage for legislators of seeing the tax increase regularly unless they acted, but 
permit the industry to enjoy a bit more stability in tax burden than it does now. 

The chair recommends that the Range Delegation change the taconite pro
duction tax index to base it on the Steel Mill Products Index and apply it 
evety third year. 

Incentive Rate for High Production. 
The commission recommends that the Range Delegation consider providing 
for an incentive rate lower than the basic rate for production in excess of a 
specified level, either on an industry-wide or company-by-company basis. 

Such a provision would hold out the hope of a lower average tax rate and is there
fore of interest to the industry. It would encourage industry to keep production, 
and employment, high, and is therefore of interest to the community. 

The commission was not presented with any evidence that such an incentive rate 
would in fact influence industry decisions on the production level. While such an 
approach could in theory lead to boom and bust production planning from one 
year to the next, the cost of maintaining inventories is high enough that the 
Department of Revenue concluded that such an approach on a dramatic scale 
would not be feasible. One of the questions for the Range Delegation to consider, 
then, is whether such an incentive rate really would cause production increases at 
the margin. Another question is whether an incentive rate would be worth the 
nominal tax cost as a result of increased industry good will. 

The Depanment of Revenue calculates that industry production of 34 million 
tons per year at the current rate of $1.975 per ton would be sufficient to provide 
local governments with the level of distribution they have been receiving recently. 
This is approximately 75 percent of production capacity. 

The advantages to a company-by-company rate are that each company can plan 
with certainty that it will be rewarded and companies that do not produce near 
their capacity will not be rewarded. The obvious unknown is the possibility of a 
prolonged shutdown at a particular facility, due to a strike or any other reason. 
The advantages to an industrywide· rate are that there is no incentive unless overall 

Recommendation 
of the chair 
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production, and revenues, are on the high side, and that there is less for the 
Department of Revenue and individual companies to fight about. However, the 
former advantage is not terribly important so long as there are funding reserves 
available to handle low production years, and the latter is eliminated if the agree
ment between industry and the Range Delegation includes agreement on what 
constitutes full capacity for each plant. 

The chair recommends that, if a company-by company-incentive rate for the 
taconite production tax is enacted, the agreement with industry include 
agreement on the production level for each plant at which the incentive rate 
will apply. The Department of Revenue should be consulted as to what the 
capacity level of each plant is and the agreement with industry could be formal or 
informal. However, simply leaving the final determination up to the Department 
of Revenue would unnecessarily invite controversy between the department and 
industry over the production capacity of each plant. 

The chair recommends that any taconite production tax reductions condi
tioned on desired behavior by the industry be in the form of lower incentive 
rates for high levels of production. The community's bottom line concern 
appears to be the level, and wage level, of employment, which should be well 
correlated in the short run with the level of production. Even if the incentive does 
not cause the desired behavior, it will only be activated when conditions are 
appropriate from the community's point of view. Other forms of incentive, such 
as tax credits for investment or the amount of rock removed, are possible but seem 
even less likely actually to influence behavior. However, determining qualification 
is likely to be difficult and a source of controversy. Moreover, tax credits for 
activities in which a business clearly will engage anyway in its own self-interest arc 
bad tax policy on their own merits and because they encourage the proliferation of 
such provisions. 

Change Base &om Three-Year Average to Actual Annual Production. 
The taconite production tax currently is calculated by using a three-year average 
(the current and two previous years) of production. This provision is intended to 
help provide stability in the flow of revenues to local governments. 

Averaging of production in the tax base was enacted in 1977. However, the tax 
then was determined by the higher of the actual annual production or the three
year average of production. The industry contested this method of determining 
the tax in court, arguing that it would result in them being taxed on production 
which never took place. The litigation was settled out of court by eliminating the 
"higher of" approach and simply basing the tax on the three-year average of 
production. This method of determining the production tax has been in effect 
since 1984. 

Using a three-year average certainly does smooth out the revenue flow from the 
tax. However, there is no conceptual reason why local communities cannot be 
protected exclusively through the maintenance of a reserve that is built up in high 
production years and depleted in low production years. The current procedure 
also employs this device. The principal objection to the reserve approach probably 
is that it is difficult for the legislature to discipline itself to allow reserves to build 
up. However, the balances currently in the Taconite Environmental Protection 
Fund ($2.5 million) and the Northeast Minnesota Economic Protection Fund 



($36.7 million) certainly are testimony to the discipline of the legislature, as is the 
buildup of the general fund budget reserve to $550 million over the past few years. 

The three-year average has a very serious disadvantage to the industry. It hits the 
industry hard when it can least afford it- in low production years, which are 
almost certainly low because of low demand for steel and hence reduced revenues. 
And it lets the industry off easy when it can most afford to pay: in the high pro
duction years when demand for steel and hence industry revenues are high. If, as 
appears to be possible from the information presented to the commission on the 
competitive position of Minnesota ore, we really are at risk of precipitous drops in 
production due to high cost, it makes no sense whatsoever to be smoothing out 
the revenue flow through higher than production level taxes in the low years. 
Such a situation could contribute at the margin to decisions to reduce production 
even further. 

One member of the Commission, Kenneth J. Reid, Director of the University of 
Minnesota Mineral Resources Research Center, prepared a specific illustration of 
how revenue stabilization could be enjoyed through a reserve fund, with the tax 
paid by industry tied to actual annual production. The illustration is set forth in 
the Appendix. If the communities' legitimate concern with revenue stability can be 
fully met through a reserve fund approach, then there would seem to be no reason 
not to change to such an approach, for basing the tax on actual annual production 
clearly would be advantageous to industry. 

The commission recommends that the Range Ddegation study the possibility 
of changing the taconite production tax to provide for stabilization of distri
butions to local governments exclusively through a reserve fund and base the 
tax itsdf on actual annual production rather than a three-year average of 
production. 

In Conclusion 
The commission plowed through a mountain of information on mining and its 
taxation in considering the issues and formulating its recommendations in this 
complex but obscure corner of Minnesota's law and economy. This report is an 
attempt to preserve the essence of that information and the conceptual framework 
on which it is organized for use by policy makers concerned with the future of 
mining in Minnesota. The reader who began at the beginning and has persevered 
to this point should be far better informed about mining and its taxation in 
Minnesota than all but a handful of experts. If one conclusion stood out above all 
others from the commission, s work, it is that we should prepare now for the future 
by vastly increasing our commitment to research and development in the field of 
mining and minerals . .:. 

In Conclusion 

Recommendation 
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MAP OF NORTHEASTERN MINNESOTA 

TACONITE COMPANY LOCATIONS, 
OWNERSHIP AND GENERAL INFORMATION 
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Effective Capacity 
(million tons) 

CYPRUS NORTI-ISHORE MINING CORP. 4.0 
Owner: Cyprus Mineral Company (100%) 

LTV STEEL MINING COMPANYa 8.0 
Pickands Mather Services, Inc., Managing Agent 
Owner: LTV Steel (100%) 

MINORCA PLANT 2.5 

Owner: Inland Steel Mining Co. (100%) 

MINNTAC PLANT 12.5 
Owner: USX Corporation (100%) 

HIBBING TACONITE COMPANY 8.1 
Pickands Mather Services, Inc., Managing Agent 
Owners: Bethlehem Steel Co. (70.3%) 

Pickands Mather & Co. (15%) 
The Steel Company of Canada, Ltd. (14.7%) 

Effective Capacity 
(million tons) 

6) EVELETI-I MINES• 
Oglebay Norton Co., Managing Agent 
Owners: Eveleth Taoonite Company 

Rouge Steel Co. (85%) (31.7%) 
Oglcbay Norton Co. (15%) (18.4%) 

Owners: Eveleth Expansion Company 
Virginia Horn Tac. (Armco) (56%) (35.1%) 
Ontario Eveleth Co. (Stelco) (23.5%) (14.8%) 
ONCO Eveleth Company 
(Oglcbay Norton Company) (20.5%) (sec above) 

5.8 

7) NATIONALSTEELPELLETCQMPANY 4.7 
Owner: National Steel Corp. (100%) 
National Steel Ownership: · 

National Intergroup (30%) 
Nippon Kokan KK (70%) 

TOTAL EFFECTIVE: 45.6 

LTV is continuing to operate LTV Steel Mining Company under Chapter 11 of the bankruptcy laws. 

The second percentage denotes the percen·tage of ownership of the total oompany. 





1990 TACONITE PRODUCTION TAX DISTRIBUTION FLOW CHART 

TOTAL TACONITE PRODUCTION TAX 

$72,981,829 

Production Tax is $1.975 per taxable 
ton. The 3-year average taxable tons 
were 36,952,825. 

Less: 
School Bond Credits 

$862,122 
2.3-c .. t. 

NET PRODUCTION TAX 
TO BE DISTRIBUTED 

$72,119,707 
The dollar amount in each box reflects 

the amount distributed to that fund or 

group of funds. 

The cents-per-ton (c.p.t.) numbers 

(rounded) indicate the portion of the 

Sl.975 tax paid PER TON distributed to 

that fund or group of funds. The remaining production tax to be 
distributed is $1.952 per taxable ton. 

CITIES AND 
· .. TOWNSHIPS· 

. . ' •' ·, 

,, ''.: • ~.z4~;~1i ·\ ' 
.•:; ~;,::1~'.~~~(~.~·ri 

City & Township 
Fund* 

$1,273,832 
3.4-c.p.t. 

Taconite Municipal 
Aid* 

$6,378,838 
17.3-c.p.t. 

I 

Taconite Railroad 

$591,142 
1.6-c.p.t. 

School Bond 
Payments 

$1,159,667 
3.2-c .. t. 

SCHOOL 
DISTRICTS·•·· 

,· .. · '.i'./;(:. :;'.;~:);~:::J: .;.; ::::<< ;·::: ~ :·. 

j-' ·.~'19,654,34~.: ·' 
;·?::.:::.! .. · : .. ·.: ·.· ... ·:~;:. 

· · ·:: 53.3~c.p.i('· h> 

School District 
$.055 Fund* 
$2,403,521 * * 
6.5-c.p.t. 

School $.22 
Fund* 

$9,302,169** 
25.2-c.p.t. 

Taconite Railroad 

$1,785,380* * 
4.9-c .. t. 

Tac. Referendum 
(formerly School 

Fund Index)* 
$5,003,608 
13.5-c .. t. 

•• 36.5-cents-per-ton will be subtracted from STATE 
aids or levies a taconite school district would 
otherwise receive. 

COUNTIES 

Regular County 
Fund* 

$9,684,687 
26.2-c.p.t. 

County Road & 
Bridge Fund* 

$2,544,745 
6.9-c.p.t. 

Taconite Railroad 

$784,377 
2.1-c .. t. 

wsc 

Taconite Property 
Tax Relief 
$9,537,436 
25.8-c.p.t. 

RAM.S.* 
$101,530 
.3-c .. t. 

State of Minn. 
$55,000 
.1-c.p. t. 

Guarantee Fund 
M.S. 298.225 
M.S. 298.293 

I.RR.RB. 

$21,513, 775. 
: . :> <·-'· .... :· ,: 

./;:p: ~~:~~c;p.t. ... 

I.RR.RB. Fund* 

$2,325,936 
6.3-c.p.t. 

I.RR.RB. 
Fixed Fund 
$1,252,520 
3.4-c.p.t. 

Taconite Env. 
Prot. Fund 
$13,434,666 
36.3-c .. t. 

Northeast Minn. 
Economic Prot. 

Fund 
$4,500,653 
12.2-c .. t. 

•Payments to the funds are guaranteed at a percent
age level of the base year (1983) by M.S. 298.225 for 
local aids and M.S. 298.293 for property tax relief. 
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BACKGROUND 

The 3 year average for iron ore taxation was introduced in order to reduce the 
variability of local community revenues. The consequence of this strategy is to place 
a burden on the industry in years when the production falls significantly as for 
instance in 1981-82 (-52.5%) and 1985-86 (-23.3%). 

The current procedures for collection and distribution of the taconite production 
tax have evolved over time and are quite complex. Apart from the 3 year averaging 
the current procedures include the following important components: 

1. Distributions to the various beneficiaries responds to the changes in the three 
year average but are protected by a minimum related to a historical base. 

2. The balance after distributions is split with two-thirds going to the 
Environmental Protection Fund and one-third going to the Economic Protection 
Fund. There is, however, a complicating factor in that School Bond payments 
are drawn from these funds in a non-standardized manner so that the final 
credit to the two funds may be quite different from the proposed ratio .. 

3. The objective of the Economic Development Fund is to provide a long term 
buffer fund as a cushion against the eventual decline of the industry. 

4. The Environmental Protection Fund is available for expenditure annually and 
provides an important funding source for regional projects. 

APPROACH 

A possible approach for improved stabilization would .be to separate the public 
need for averaging from the industry tax liability. This can be accomplished by using 
the Economic Development Fund as a more explicit buff er as follows: 

Collect taxes on an actual annual base and deposit to Economic Development 
Fund 

For distribution purposes calculate 10 year production average and theoretical 
tax revenue using the 10 year average. 



Distribution of the 10 year average theoretical tax would be as follows: 

Allocate $9 million for School Bond Repayments and Environmental Protection 
Fund. After School Bond repayments balance goes to Environmental 
Protection Fund. 

Distribute 80% of balance using current procedures. 

Depending on the actual taxes collected the Economic Protection Fund would 
either accumulate the residue or fund the deficit. 

This formula, illustrated in the attached flow chart, has been applied to three 
scenarios for the period 1990-1999 with high, medium and low ten year averages of 
38.0, 33.3 and 29.6 million tons respectively, and also to the actual data for 1980-89. 

The results are shown in Figure 1 and include the actual distributions for 1980 
to 1989. The growth of the Economic Protection Fund for the three cases is shown 
in Figure 2. 

The growth of the fund depends on the actual tonnages produced and the 
amount selected for distribution. The 80% figure was selected for this test case since 
even under the low production scenario a modest growth in the Economic Protection 
Fund is achieved thereby maintaining the long term objective. 

For reasonable regional economic security a Fund balance approximately five 
times annual distribution would be desirable. The lowest annual distribution in the 
examples was $39.6 million in the low scenario in 1999. A minimum fund balance 
of $200 million is therefore indicated. However, even under the high production 
scenario this target is not reached by the year 1999. · 

It is clear that a determined effort over a long time span will be required· in 
order to achieve an adequate Economic Protection Fund balance. 

The two main attributes of this approach are stability for all recipients and 
Ion g term security via a growing Economic Protection Fund. It should also be noted 
that with a growing fund the interest income would increase. 

One thought for a possible use for some of this interest income would be to 
fund the long term research needs not being addressed by current industry and state 
activities. This is a fundamental National problem as documented in the recent 
NMAB report "Competitiveness of the US Minerals and Metals Industry" and one of 
significant regional importance. It would appear that a mechanism exists that could 
allow Minnesota to take a traditional leadership role by supporting education and 
research related to regional economic stability through the wise development of our 
mineral resources. · 
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FL01f CHART FOR STABILIZATION OF TACONITE PRODUCTION TAX DISTRIBUTION 
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